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TO THE SHAREHOLDERS 
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The closing paragraph of last year’s report read as follows: ‘The plan for the year 1979 
incorporates a limited increase in premium volume, and reinsurance programs are in effect 
as a safeguard against excess losses.” The tornado which devastated the Oxford-Norfolk 
area of South Western Ontario on August 7th provided a severe testing of that safeguard, 
and your directors are most pleased to report that the profit plan for 1979 was more than 
achieved. The decade of the 70’s has proven to be the most successful in the long history 
of your company. 


The Guarantee divisions, both Fidelity and Surety bonding, maintained your company as 
the foremost writer of these lines in the Canadian market; this, combined with discerning 
underwriting in the automobile, habitational, property and casualty lines has enabled your 
company to minimize the effects of severe and irrational competition which are being felt 
so sharply in the industry generally. 


Your company set records for both premium and investment income in the year 1979. 
Premiums, written and earned, exceeded by 18% those of last year and net earnings 
increased to $7,073,186 or $36.10 per share. In determining the quarterly dividend of 
February 1980, your directors, in recognition of the continuing favourable trend in earnings, 
declared a dividend of $1.00 per share. 


During the decade of the 70’s a strong base has been developed upon which the future will 
be built securely. A principal asset of a guarantee bonding and insurance company is a loyal 
management and staff with a high calibre of expertise in their field, possessing the fine 
qualities of integrity and purpose. These attributes are abundantly evident in the personnel 
of your company who are energetically employing their talents to solve the emerging 
problems within the industry. 


The business of the company is written through the offices of independent agents and 
brokers which provide the quality so necessary to a successful operation. We are fortunate 
in having a force of loyal and concerned front-line people through whom we strive to 
provide an unequaled service to both Canadian business and the general public. 


The developments and rapidity of change in force at the outset of this present decade far 
exceed any expectations or imaginings extant at the start of the decade now past into 
history. Indeed, one might wish to have prescience and foretell the future, however, "I am 
not a prophet nor am | the son of a prophet,” yet the anticipated demands are exhilarating. 
Our plan for 1980 is for an increase in income comparable to that of 1979 without a decline 
in earnings, taking into account the fact that our industry is unlikely to experience an early 
return to stable conditions. One prediction however is confidently made to our share- 
holders, the directors whom you choose and the staff are resolute in their purpose that in 
this new decade the results of our company will be outstanding. The plan for last year is 
now the starting point for the year 1980. 


GEPABE 


President 


GEORGE A. SAVAGE 


PRESIDENT 
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BALANCE SHEET 
AS AT 
DECEMBER 31, 1979 


Assets 


Liabilities 


Shareholders’ Equity 


APPROVED BY THE BOARD: 
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Accounts receivable 


Aceruedsinvestiment iiCOmeaennsenisiencrienmmene ten eleneneneie iene 
Agents (io one oe ech caeadieste ey ates suspen ane Gt stneus tures eer anens eds 


Income faxesreceivabl ements rca tent een eee 
Prepaid ‘expenses oe aint: sd.c stows wir cee seme ae en teten 


Long-term investments (note 1) 
Bondsvand debenturesinasn mca incetoeneie ae ace mene ete 
Sharessihin Sete ere ear re ene en Stee ere 
Mortgages ee tin mre nra arrose wecrekn tr eee a ror tteto ESE oes 
Realestate, c7sctx seer Ie ee eer 


Fixed Assets 
Office furniture and equipment, at cost............... 
Messraccumulatecscdepreciation amen in ierieri niente 


Deferred premium acquisition costs (note 2)............. 


Bankundebtednessmmaie iri ciara cn eee nae 
Accounts payable 
Other insurers... St adawwnEmogoOsodooubureouda dad 


Provision for Federal Anti-inflation 


Legislation net of deferred income taxes (note 3)........ 
Unpaid) claitis ere eee ene oe: 
Unearmed:premiums-yoseniaekree a en eee ee 


IDYvieinetel shales (OES ((TMOMEL) ooo aesoocancucesuvauou: 


Capital Stock 
Authorized 
500,000 8% Cumulative redeemable preferred shares 
par value $10 each 
200,000 Common shares par value $5 each 
Issued 


395)500) referred sharesmarm ek cenr arcane nator 
INehy/eaelye (revaqbaouuel elec o noe dnobopnoaueunoacunes 


CoadyolositaclstiqhiGis ecchundancocodoowaanunsoneves 
Retainedicaming s\ (notes) pir natn iene icine ne tn anne 


Director 


Director 


1979 


$ 104,245 


712,565 
5,104,874 


2,443,166 
8,260,605 


Pepe) 


10,058,818 
41,822,605 
15,833 
200,725 


52,097,981 


434,481 
293,661 


140,820 


3,097; 050 


$63,723,205 


$ 1,443,626 


1,285,933 
212,648 
755,409 

1,560,622 


3,814,612 


16,211,622 


15,552,382 
35,578,616 
2,671,061 


3,955,000 
939,735 
810,776 


18,328,391 


24,029,902 


$63,723,205 


1978 


$ 569,873 


613,815 
9,123,330 
626,494 


6,363,644 


684,730 


41,110 


10,758,711 
32,408,869 
30,267 
204,013 


43,401,860 


398,729 


259,632 


139,097 


2,763,938 
$53,964,252 


$ 1,299,166 
73,695 


PLO OS 


2,484,96€ 


210,288 
17,562,501 


13,819,692 
34,077,447 
2,052,24€ 


3,955,000 
Cle yyiele 
810,776 

12,133,046 


17,834,557 


$53,964,252 


STATEMENT OF INCOME 
YEAR ENDED 
DECEMBER 31, 1979 
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1979 1978 
$40,098,699 $34,711,666 
$32,470,669 $27,336,709 


GROSS PREMIUMS WRITTEN 
NET PREMIUMS WRITTEN 


Revenue BRemuUIns Carne aati mee eee Seen ee eee. ga toe, nee $30,737,978 $26,181,719 
Investment income 
Bond and debenture interest and amortization (note 1)... 723,550 721,906 
Dintcdendswran hy pee rete eet ee ee ee 2,848,193 2,344,448 
Brottiom shares (motel |mamise las sins ena ear 1,347,036 756,297 
Ener ene te eee eee ee eee eat Aalst: 5,837 125932 
4,924,616 3,835,583 
Othenunderwuiting incomes aa see eee 1,258,191 55,533 
TL @©UCATGIRNE VIENTO nea oee arte eee eaat iene eae 36,920,785 30,072,835 
Expenses Glaimsnincurnedsn 5 see reatton tae eee ne ee 16,317,141 14,298,796 
GomimissiGnsw eee etre ees oe eae 6,474,531 5,801,959 
Prenmnriumaikaxesames ead oe Sree tele (a en Bere ca 802,102 688,563 
Other underwriting and administrative............. 3,436,304 2,624,553 
27,030,078 23,413,871 
INCOME before income taxes and the undernoted 9,890,707 6,658,964 
Income taxes 
Gumrentt (re eer cee Tete ee re ee, ae Bre hd 2,405,696 1,517,599 
Deferred inoten4)e-aawsk wre eka a ee 2 cee : 618,813 188,563 
3,024,509 1,706,162 
INGOME before the undermoted........0...5..+-5+-.. 6,866,198 4,952,802 
Federal Anti-Inflation Legislation (note 3) 
Adjustments required for corrective action, 
net of deferred income taxes $194,112; 
Ne Wtcwok ato lay Hoy: Ra A Min nal Shon & Ged SUB. Ono cece a Taran aes 206,988 628,896 
INE SUNG ® MR Gir reccinc isc eee tinie ee ern ae he cae cies naan $ 7,073,186 $ 5,581,698 
Barings perishtareveer prs co teeters) ensue eens ny an rca eer $36.10 $28.50 


UNAPPROPRIATED RETAINED EARNINGS 


Balanceratibesinmin ee thy ca taeserme trey eaten i teria art 


STATEMENT OF 


$10,363,171 $ 9,699,154 
RETAINED EARNINGS 


AN(alesaqleronagls aac fy cate pete een ciel eee. Ohi eee Onc oan ce ee Re 7,073,186 5,581,698 
YEAR ENDED 17,436,357 15,280,852 
DECEMBER 31, 1979 ifrvanstertrom~ contributed! surplusmervaeemrnis dies «cele = 418,045 
17,436,357 15,698,897 
Dividends 
Common shares 
Go til araieees Men eee RS eee nt aaron en cert ae cbets 561,441 1,207,098 
Brom O7 decapitalksunplviseone lial claey imei er ieee ocr — 3,460,348 
Prefemedishatesnepsere me tree tae coanrcihiwtrsecrs tereon co els 316,400 247,485 
Transfer to guarantee bond reserveay snus sae sad a 434,031 420,795 
1,311,872 B,OS0 20 
Balanceratiend olsycarecsr ae tet acr itm niteranedsverp ence nt 16,124,485 10,363,171 
APPROPRIATED RETAINED EARNINGS 
Balance atibesiiningvotsy car cere erence 1,769,875 1,349,080 


Transfer from unappropriated retained earnings........ 434,031 420,795 
Guarantee bond reserve at end of year............... 2,203,906 1,769,875 
THOMUVNE IISA ON INDE DAWARINUISNGSY oop Suge bandaue ono bas $18,328,391 $12,133,046 
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STATEMENT OF 
CHANGES IN 
FINANCIAL POSITION 
YEAR ENDED 
DECEMBER 31, 1979 


Source of Funds 


Use of Funds 


Funds Invested 


AUDITORS’ REPORT 


Operations 
Net income 


Depreciation 
Deferred income taxes 


Decrease in income taxes receivable 
Increase in bank indebtedness 
Increase in accounts payable 

Increase in unearned premiums 
Preferred shares issued 


Increase in accounts receivable and prepaid expenses 
Purchase of fixed assets 
Increase in deferred premium acquisition costs 
Decrease in net provision for Federal 
Anti-Inflation Legislation 
Decrease in unpaid claims 
Dividends on Preferred shares 
Dividends on Common shares 


Increase in bonds and shares 
Decrease in cash and short term investments 
Decrease in mortgages 


To the Shareholders of 
The Guarantee Company of North America 


1979 


$ 7,073,186 
Mies Y/ 


618,813 


7,729,316 


684,730 
1,443,626 
1,329,646 
1,732,690 


_ 12,920,008 


1,878,050 
35, Jaz 
333,417 


210,288 
1,350,879 
316,400 
561,441 


4,686,227 
$ 8,233,781 


$ 8,713,843 
(465,628) 
(14,434) 


$8,233,761 


1978 


$ 5,581,698 
41,478 


188,563 


5,811,739 


(2,689,978) 
1,154,990 
3,955,000 


_ 8,231,751 


352,184 
85,023 
233,178 


666,146 

(2,613,143) 
247,485 
4,667,446 


3,638,319 
$ 4,593,432 


$ 5,776,060 
(1,129,891) 
(52,737) 


$ 4,593,432 


We have examined the balance sheet of The Guarantee Company of North America 
as at December 31, 1979 and the statements of income, retained earnings and changes in 
financial position for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests and other 


procedures as we considered necessary in the circumstances. 


In our opinion, these financial statements present fairly the financial position of the 
company as at December 31, 1979 and the results of its operations and the changes in its 
financial position for the year then ended in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year. 


THORNE RIDDELL & CO. 
Chartered Accountants 


Montreal, Canada 
February 15, 1980 


NCTES TO FINANCIAL 
STATEMENTS 
December 31, 1979 


ik LONG TERM INVESTMENTS 
The values stated for long term investments are as follows: 


(a) Bonds and debentures, having a cost of $9,362,132 (1978-$10,367,957) and quoted 
market value of $8,718,143 (1978 - $9,708,469), have been accounted for by the “deferral 
and amortization” method. Under this method, realized gains and losses on disposals 
are deferred and amortized over the period to maturity of the security sold. The un- 
amortized portion of the realized gain or loss is included in the amortized value of 
bonds and debentures. 


(b) Shares, having a cost of $41,163,567 (1978- $32,923,414) and a quoted market value 
of $44,050,564 (1978 - $35,667,863) have been accounted for by the “fair value” method. 
This method allows for a gradual movement towards current quoted market values, 
whereby the shares are valued on a five-year moving average of market values. 


(c) Mortgages are accounted for on the same basis as bonds and debentures held as long 
term investments. 


(d) Real estate is stated at cost of $266,864 (1978 -$266,864) less accumulated depreciation 
of $66,139 (1978-$62,851). This real estate is included under the caption of investments 
since its main purpose is one of investment. Depreciation on buildings has been cal- 
culated on the declining balance basis at a rate of 5 per cent. 

Income from long term investments has been accounted for as follows: 


(a) Bond and debenture interest and amortization includes interest earned and amortization 
of discounts or premiums arising from purchases other than at par values and amorti- 
zation of realized gains and losses on security disposals as described above. 


(b) Profits on shares include changes in fair values, as described above, and amounts 
received on disposal that are in excess of or less than fair values at the end of the 
preceding period. 

De DEFERRED PREMIUM ACQUISITION COSTS 


These represent agents’ commissions, premium taxes and certain other underwriting 
expenses which relate directly to acquisition of premiums. These costs, to the extent that 
they are considered to be recoverable, are deferred and amortized over the term of the 
related premiums. 


3. ANTI-INFLATION LEGISLATION 
The provision established at December 31, 1978 was absorbed in the operations of the year. 
4. DEFERRED INCOME TAXES 


Deferred income taxes are provided for items reported for tax purposes in different periods 
than for financial purposes and result from deductions for tax purposes of a portion of 
acquisition costs on unearned premiums, guarantee bond reserve, amortization of discount 
and losses or gains on sales of bonds and debentures and adjustments for “fair value” 
method of share valuations. 


De APPROPRIATED RETAINED EARNINGS 


Appropriated retained earnings consist of a spécial reserve in connection with fidelity and 
surety guarantee bonds in force. 

6. CONTINGENT LIABILITY 
The company has guaranteed a bank loan, to the extent of approximately $1,150,000 at 
December 31, 1979, of a contractor for financing the completion of bonded contracts. 

Is COMPARATIVE FIGURES 
Certain figures for 1978 have been reclassified to conform with the presentation adopted 
during the current year. 
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